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SUMMARY 

The political and social situation in Prance at the end of 1920, 175. — 
All classes dissatisfied, 177. — A social or political revolution improb- 
able, 178. — The critical economic position: agriculture, steel, coal pro- 
duction, 180. — Foreign trade, exchanges, prices, 182. — The financial 
situation alarming. — Public expenditure and public revenue dur- 
ing the war, 185. — The public debt, 191. — The financial policy of the 
administrations during the war and smce the armistice, 191. — The 
burden of the taxpayer in France, 205. — The future financial position 
of France depends on four matters: reduction of expenditure, reduction 
of the foreign debt, German reparations, stabihzation of the exchanges, 
206. 

I. The Genekal Situation 

France has issued victoriously from the greatest war 
of all history. She has emerged greatly enfeebled eco- 
nomically. None of the belligerent nations spilt as 
much blood as France. France has a population of 39 
millions; the dead number almost 1,500,000 and the 
mutilated and seriously wounded exceed that number. 
No other country underwent the terrible and systematic 
devastation which laid waste the North and East of 
France — the richest regions, industrially and agricul- 
turally. 

• Translated by Herbert Feis. 
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On Armistice Day, November 11, 1918, the financial 
situation was very grave. The war was the chief cause 
of the situation; but a bad poUcy of pubUc finance 
played its part also. That situation has grown steadily 
worse since November 11, 1918; the poor financial 
management of the French government is one of the 
reasons. I will return to that subject later on. 

The selfishness of the Allies is another reason, no less 
certainly. The financial assistance which, in exchange 
for sacrifices of men, the Allies gave France while hos- 
tilities were on, was stopped abruptly. Each country 
looked out for itself. Once the common peril had passed 
and victory was assured, each power sought to make 
the greatest possible profit from the victory, and to 
take upon itself the smallest possible share of the 
financial burden which had been incurred for the safety 
of all. National selfishness, which all but led to mih- 
tary defeat during the war, governed the course of events 
after 1918; it still prevails. France has suffered and now 
suffers terribly from that poUtical selfishness, as well as 
from the mihtary, economic, and financial isolation to 
which the Allies have left her since the end of 1918. 

Ahnost alone France keeps guard over the Rhine, and 
uses thus many thousands of men who could be carrying 
on the work of peace. 

The treaty of Versailles rightly put upon conquered 
Germany the whole of the costs of restoration; but up to 
the present France has received nothing. She alone is 
financing the formidable work of restoration of the 
regions devastated by war. Besides this, she has to 
"finance" Germany, to act as banker to Germany in 
order to obtain a part of the coal which Germany is 
obUgated to dehver to her by the treaty of Versailles. 
That is not all. Because her coal mines were syste- 
matically destroyed by the Germans, France is com- 
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pelled to buy a great amount of coal from England. The 
British government, taking advantage of this urgent 
need and of the fact that she has practically a monopoly, 
has imposed heavy charges upon coal exports; thus the 
French consumers are made to carry a considerable part 
of the financial burdens of England. 

Due to this combination of causes, French exchange 
has declined greatly with reference to the dollar, the 
pound sterling, the Swiss franc, the Spanish peseta. At 
the same time her financial burdens — public and pri- 
vate — have become much heavier, and her public 
expenditures have greatly increased. 

Despite everything, the political and social situation 
has been quieter than that of most of the states of 
Europe. There is not, at this time (October, 1920), any 
sign of pohtical revolution or serious social disturbances 
upon the horizon. 

That does not mean that the French are satisfied. 
Far from that. The end of the war was the beginning of 
a period of disillusionment for all classes. Among the 
possessing classes the hope, which M. Clemenceau's 
administration took pains to sustain, that the treaty of 
peace would bring a remedy, that it would make con- 
quered Germany pay the costs of the war, has met with 
disappointment; each day it grows less. The treaty of 
Versailles proclaims clearly the principle of German 
responsibility, but it does not offer the means of realizing 
that responsibiUty in practice. And the non-payment 
by Germany means heavier and still heavier taxes for 
the French tax payer. That is the fearful prospect 
which explains the present state of unrest in France and 
the disagreements with England which occasionally 
arise. That power does not seem to understand the 
reasons for the firm attachment of the French govern- 
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ment to the treaty of Versailles. That attachment — 
even if it can be criticized — represents the feeling of the 
majority of the people. These disagreements do not af- 
fect the Entente, which the immense majority of French- 
men stoutly uphold as the safeguard of the world's peace. 

The disillusionment of the working classes is no less 
real; the consumption taxes levied in June, 1920 have 
led to a further increase in the cost of living. Further- 
more, the promises affirmed many times by the rulers in 
the course of the war to imdertake, once peace was at 
hand, an improvement in the social condition of the 
workers have not been carried out; the actual rulers, 
since the general elections of November 16, 1919 even 
have a strong reactionary leaning. Despite all official 
pronouncements they are striving to keep the laboring 
class in its pre-war position, and they are attempting 
even to take back some of those rights which were won 
before or during the war. Therefore social antagonisms 
are much more aroused than before the war. The 
"holy" union is no more. 

For all that a social or political revolution is decidedly 
improbable. That is because the great victor of the war, 
the French peasant, is definitely opposed to it. The 
blood of the French peasant poured out in streams 
during the war. It is this peasantry which represents 
politically the greatest actual electoral power. 

In France, without doubt, the land is more widely 
parceled out than in any other country in the world. 
That makes for poUtical and social stabiUty. That ex- 
plains why the French peasant, having become the 
proprietor of land since the revolution of 1789, has been 
Oonservative in political and social affairs. It is never he 
who, in the course of the nineteenth century, has caused 
revolutions or taken the lead in social reforms; he has 
submitted to them first; he has profited from them later. 
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At the present time, the traditional conservatism of the 
peasant has been increased by the war. The profits 
which the farmers have been able to make because of the 
tremendous rise in the prices of agricultural products 
have enabled them to increase their holdings, to free 
their lands of the mortgages which burdened them. The 
class of small landed proprietors is more powerful than 
ever. Its representatives who are in the majority in 
both Houses of ParUament have, up to the present, 
made use of that power to gain valuable financial ad- 
vantages (a guaranteed price for wheat) and to enable 
this class to escape from carrying an equitable share of 
the taxes imposed to meet the financial costs of the war. 
Furthermore, the propertied classes have not missed 
their chances of stimulating the conservatism of the 
French peasant, by stirring him up against the laborer. 
"During the period of hostilities" he has been told time 
and again that "the laborers employed in the munition 
factories have been sheltered from death and have re- 
ceived very high wages while the peasant went out to be 
killed for five sous a day. Now that the war is over, the 
laborer desires the suppression of all private property, 
as in Russia." 

The leaders of the unified socialist party have made it 
easier to carry on that campaign by making the most 
clumsy poUtical blunders. They have extolled, or at 
all events, spoken with favor of the ways of Russian 
Bolshevism — communistic, and a repudiator of the 
public debt; they have contemptuously rejected all 
political alliances with the radicals. 

The peasant voters, the small bourgeois holders of 
Russian securities, the wealthier upper middle class 
were called upon to make their opinions clear on Novem- 
ber 16, 1919. With the aid of a new electoral law which 
favors the cause of wealthy candidates, and out of fright 
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at Bolshevism — which was supported, Mr. Clemenceau 
said, by the socialists — a crushing beating was given 
the socialists and radicals. The conservative party won 
a striking and unlooked-for victory 

Due to these various causes, the strikes undertaken by 
the workers in May, 1920 were very harshly suppressed 
by the government, with the support of a great section 
of public opinion. The conviction has become deep in 
the ranks of the workmen that no radical change in the 
position of the wage earners has a chance of being suc- 
cessfully accomplished at the present time. 

Such, in general outUne, is the poUtical and social 
position in France at the end of 1920. 



II. The Economic Position 

France faces an economic crisis. Agricultural and 
industrial production has fallen off greatly as compared 
with the pre-war situation. The balance of trade is very 
unfavorable. The exchange value of the franc has de- 
preciated greatly. 

The volume of agricultural production is much 
smaller than before the war, as can be seen by the facts 
given in the following table, the items of which may 
serve as examples. 

Millions of quintals or hectoliters 









Beet root 






Years 


Grain 


Potatoes 






Green 


Wine 












for sugar 


for fodder 






1913 . 


96 9 


135 9 


59 4 


252 2 


156 2 




1914. 


76 9 


120.0 


37 5 


198 6 


137 3 


59 9 


1915. . 


60 6 


94.0 


115 


146 6 


111.0 


20 4 


1916. . 


55 8 


88 


19 9 


154 9 


1111 


36 


1917 


36 6 


104 


19 7 


165.4 


97 7 


38 2 


1918. . 


63 6 


65 


114 


108 2 


83.3 


45.0 


1919. 


50.0 


77 


10 8 


104 9 


59 6 


515 



Horses 


Cows 


Pigs 


31 


16 


7 


21 


12 


5.9 


22 


12 3 


4 


24 


12.4 


4 
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Million 
Horses 

1913 

1914. 

1918 

1919. 

Industrial production is no less affected. At the pres- 
ent time (October 6, 1920) it seems as if a crisis was 
ahead. Because of the lack of coal and coke many im- 
portant furnaces are extinguished or are only partly 
employed. The amounts (in millions of tons) of coal and 
coke consumed in France before, during and after the 
war, are as follows: 

Coal 



Years 


Available product 

of the French 

mines 


Imports 


Total 


1913 


. . . 35.8 


18.7 


54.5 


1915. 


16.9 


18.8 


35.7 


1916 


18 2 


18.7 


36 9 


1917. 


24 8 


15.1 


39.9 


1918 . . 


22.1 


15.9 


38.0 


1919. . . . 


15.9 


21.4 


37.3 



The monthly average was about 4.6 millions in 1913; 
in 1919, it was not more than 3.1 millions; for the first 
five months of 1920 even with the coal from the Saar, it 
has only been 3.1 millions. 

As for coke before the war the monthly average was 
583,300 tons; for the period 1915-17, this monthly 
average was 220,000; in 1918, 158,800; in 1919, 219,540; 
and for the first five months of 1920 it has been 
350,000 tons. 

The production of pig iron and of steel has been as 
follows (in milHons of tons) ; 

Pig Iron Steel 



Year 


French 
production 


Imports 


French 
production 


Imports 


1913 


5.2 




47 




1917 


1.4 


0.7 


2.0 


2.2 


1919 ... 


2.4 


0.1 


2.1 


1.2 
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For the first five months of 1920, the production was 
about half the pre-war quantity. 

The critical position of the railroads is one of the indi- 
cations as well as one of the causes of the economic crisis. 
In 1913, the daily average of traffic moved was 60,700 
loaded ten-ton cars; during the war this average fell to 
50,000; m 1919 it ranged between 29,000 and 36,000. 
The daily average from January to June, 1920 was 
33,313 — a little more than half the pre-war traffic. 

Lastly, look at the following statistical summary of 
French foreign trade, before and after the war (expressed 
in millions of francs) : 



Penod before 
the war 




Exports 


Food- 
stuffs 


Raw 
materials 


MTd 
goods 


Total 


Food- 
stuffs 


Raw 
materials 


M'f'd 
goods 


Total 


1911 
1912 
1913 


2,020 
1,803 
1,817 


4,525 
4,813 
4,945 


1,520 
1,614 
1,658 


8,065 
8,230 
8,421 


736 
849 
838 


1,830 
1,944 
1,858 


3,509 
3,917 
4,183 


6,076 
6,712 
6,880 


Period after the war 

1919 
1920 (Jan. to June) 
1919 (Jan to June) 


8,629 
3,846 
4,000 


13,221 
7,697 
5,852 


7,927 
4,087 
3,870 


29,778 
15,630 
13,722 


969 
79S 
318 


1,936 

2,008 

424 


5,806 
4,689 
1,703 


8,713 
7,492 
2,445 



The progress of the export trade in 1920, as compared 
with 1919 is considerable. But the balance of imports 
over exports is still very heavy, and no balance of pay- 
ments due is estabHshed, as it was before the war, by the 
interest due upon French capital investments in other 
countries. Much French capital, which was invested in 
foreign securities, yields interest no longer. 

The falling off of production and the depreciation of 
the coinage have resulted in a fall in the value of the 
franc as compared with the dollar, the poxmd sterling, 
the Swiss franc, and the Spanish peseta — especially 
since the end of 1919. The maximum value attained by 
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these foreign currencies as compared with the franc 
during this period is as follows (foreign money in terms 
of francs) : 

New York Iiondon Switzerland Spain 

June, 1914 . . 5.15 25.19 99.87 97.40 

June, 1919 . . 6.50 30 00 123 50 130.75 

March, 1920.... 14.97 58.10 260.00 259.50 

April, " .. 17.08 67.45 309.00 300.00 

May, "... 16.65 63 81 294.00 280.00 

June, " .. 13 22 52.21 240.25 218.50 

With these causes at work, prices have risen pro- 
digiously since the declaration of peace. The index 
number of wholesale prices in France show the follow- 
ing, as compared with that of the United States 
(figures taken from the Statistique G6n6rale for France, 
and from Dun's for the United States). The average of 
1901-10 is taken as 100. 

Years France United States 

1913 115 111.4 

1914 118 114 8 

1915 162 119.0 

1916 . 218 139.8 

1917 302 191.4 

1918 ... .... 392 215.4 

1919 (2d quarter) 412 216.9 

1920 (June) 628 2 245.4 

To the causes of increased prices already considered 
must be added the heavy consumption taxes levied un- 
der the laws of the 25th of June and the 3d of July, 1920; 
these have made the price situation even more critical. 
If the index numbers of wholesale and retail prices in 
France during the first eight months (January to Au- 
gust) of 1920 are studied in detail, and if a comparison 
is made with the preceding months, a slight lowering of 
prices will be observed, then an upward recovery of 
wholesale prices and a very sharp increase in retail prices. 
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It cannot be doubted that the rise in the price of bread 
is one of the causes; but it is beyond dispute that the 
tax upon business transactions also plays a part. 

Below is given the index number of wholesale and 
retail prices of foodstuffs (20 commodities), raw ma- 
terials (26 articles) and of the two sets combined (45 
articles). The figures are taken from the Statistique 
GSnerale of France. 

Price Movements in France 
I. Index of wholesale prices (,46 articles) 

Base 1901-10 ■= 100 
1920 Foodstuffs (20) Raw matenala (25) Combined (45) 

January 509.7 605.2 562.7 

Febraary 548 3 647.2 603.3 

March 576.9 692.3 641.0 

Aprfl 586.5 753.4 679.2 

May 546.3 707.5 635.9 

June 502 8 623.1 569.6 

July 500 624.6 569.2 

August 499.9 647.0 581.6 

II. Index of retail prices (IS articles) 

(a) Collection of cities other than Paris (according to the price figures 

given by the mayors). The whole of France 

First 3 months 1920 . . 3.210 » 

Second 3 months 1920 3 799^ 

Thu-d 3 months 1920 ... . . 3 898 

(6) Pans (according to the prices of a large cooperative society) 

1920 January 3 119 290 

February . . 3 195 297 

March 3 646^ 339 

Apnl . .3 852 358 

May .. . . 4.069 378 

June ... 3 967 369 

July . 4 006 373 

August 4 014 373 

' Price of bread not changed. « Price of bread changed 
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The price situation became so acute in October, 1920, 
that the government stirred itself and announced in 
long communications to the newspapers its intention of 
conducting an energetic campaign against high prices. 
"The Council," the official conamimication states, 
"has worked out a series of measures calculated to check 
the rise in the cost of Uving and to assure a more plenti- 
ful and cheaper supply of the necessary articles of con- 
siunption" (decision of the Council of Ministers, Oct. 12, 
1920). Among those measures there are none which 
affect the fiscal regime. Is there not a striking contradic- 
tion between the financial policy of crushingly high 
consiunption taxes and economic nationalism on the one 
hand, and these declarations of intention to reduce the 
cost of living on the other hand? As happens too often 
in all countries, the French government seems to believe 
that economic problems can be overcome by words. 

III. The Financial Sitttation 

The financial position of France at the end of 1920 
is very alarming. Expenditure greatly exceeds revenue. 
The.pubhc debt is colossal. Tax burdens are ruinous. 

The statistics which follow, while taken from official 
sources should not be taken as rigorously exact. They 
should be taken simply as giving a general outUne of the 
situation. The French system of pubUc accounting 
does not allow us to draw up a precise balance sheet of 
the war. Because of discrepancies in the official docu- 
ments consulted, the figures obtained may differ some- 
times by some millions of francs. 

Before the war the public expenditure of the state 
approximated 5,200 milUon francs, having grown 
steadily year by year. The progressive increase of sums 
appropriated under finance legislation (in millions of 
francs) was as follows: 
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Year Amount 

1904 3,565 

1910 4,185 

1911 4,386 

1912 4,497 

1913 4,738 

1914 5,191 

During the war the sums appropriated were as fol- 
lows: 

Year Amount 

1914 (August 1 to December 31) 6,589 

1916 22,804 

1916 32,945 

1917 41,679 

1918 64,537 

Since the war ended, the expenditure has only de- 
creased slightly. For 1919, 49,029 milUons of francs 
were voted in appropriations. For the first seven 
months of 1920, the appropriations for ordinary ex- 
penses has been 25,714 millions of francs. The budget of 
1920 (estimated expenditure) at the present time (July 
31, 1920) is as follows: 

Million francs 

Ordinary budget 21,761 

Extraordinary budget 5,420 

27,181 

In these appropriations no account is taken of the 
expenditure for repairing the damages of war, which 
outlay the treaty of Versailles charges against Germany 
and which make up a special budget. The appropriations 
voted for that special budget total 20,566 milhon francs. 
As Germany has not yet paid over anything, this 
means that France will face a public expenditure in 
1920 of about 48 million francs (with the reservation 
that Germany will have to make repayments). That 
figure is certainly less than the real sum, for it seems 
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very probable that there will be supplementary appro- 
priations for some billions. ^ 

From August 1, 1914 to July 31, 1920, the appropria- 
tions have totaled 233,300 miUion francs. With an 
annual peace budget of 5,500 million francs, six years of 
peace expenditure would total 33 billion francs. The 
costs of the war may thus be calculated as about 200 
billion francs — that is, the literal expenses borne by the 
state. 

Among these expenditures there are some the pro- 
gressive growth of which is astounding. Such is the 
interest on the public debt. The increase was as fol- 
lows (in millions of francs). 

Year Amount 

1914 (5 months) 59 

1915 1,899 

1916 ."." 3,333 

1917 4,863 

1918 7,087 

1919 7,986 

1920 (7 first months) 6,717 

From August 1, 1914 to July 1, 1920,* the ordinary 
revenue (from taxes, public monopolies, and public 
works) was about 43,305 million francs, which can be 
analyzed as follows: 

Year Amount 

1914 (August l-December 31) 1,238 

1915 4,113 

1916 4,640 

1917 5,811 

1918 6,986 

1919 10,176 

1920 (January 1-June 30) 6,637 

39,601 

1 For 1021 the Council of Ministers have just (October 16, 1920) held up proposals 
to submit to Parliament the following: ordinary budget, 22,027 milhon francs; extra- 
ordinary budget, 5,499 mitbon francs', special budget, 16,576 million francs 

> We will note later on the estimates of revenues for the year 1920 (a budget was 
voted in July, 1920); taken together they total 21,770 million francs 
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The special revenue (from the sale of supplies) yielded 
during the same period about 2,300 millions, bringing 
the total up to about 42 billion francs. If the revenue 
received in July, 1920 is included — which was 1,400 
million francs a figure of 43,305 millions of francs is 
arrived at. 

Expenditure mounted for the same period of six 
years to about 233 billions. The deficit was about 190 
billions. The deficit has been made up by resort to the 
extraordinary resources of borrowing, by the emission 
of paper money (imder the form of advances from the 
Bank of France) and by internal and external loans. 
These means can be listed roughly as follows: 

Ordinary revenue 43 billions 

Advances from the Bank of France 26 " 

Internal long time loans 77 " 

External loans 35 " 

Treasury bonds 46 " 

Let US analyze certain items in detail. 

The emission of paper money. — The limit of issue 
of bank notes by the Bank of France was fixed by the 
1911 law at 6,800 million francs. That limit was raised 
time and again. At various times it was fixed at: 

1914. Augusts 12 billions 

1915. May 11 15 " 

1916. March 15 18 " 

1917. February 15 21 " 

1917. September 10 24 " 

1918. February? 27 " 

1918. May 3 30 " 

1918. Septembers 33 " 

1919. February 25 36 « 

1919. July 17 40 " 

1920. July 31 43 " 

As a matter of fact, the amount of fiduciary circulat- 
ing paper on October 7, 1920 was 39,667 million francs, 
and on October 11, 1920, 39,527 million francs. At this 
latter date, the specie reserve was — gold, 5,482 miUions 
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(of which 1,948 millions was held abroad), silver, 263 
millions. 

The maximum of advances to be made to the state by 
the Bank of France was set in 1911, in case of war, at 
2,900 millions. It has been raised in successive agree- 
ments, which were approved by ParUament. At various 
times it was set at: 

1914. September 21 6 billions 

1915. May 4 9 « 

1917. February 13 12 " 

1917. October 2 15 " 

1918. June 5 21 " 

1919. February 13 24 " 

1919. April 24 27 « 

In January, 1920 the advances proper varied between 
26,300 millions and 25,850 millions. At the beginning of 
the month of March, 1920, they reached the total of 
26,300 millions. In April, 1920, after the floating of the 
5 per cent loan they were reduced to 25,700 millions, 
and then to 25,300 milUons; in May they rose to 26,000 
millions; at the beginnnig of July to 26,000 millions; 
and on October 11, 1920 they stood at 26,600 millions. 

To these sums must be added the permanent ad- 
vance of 200 milUons, and, finally, 3,936 milUons of dis- 
coimted Treasury bonds, for government advances to 
foreign governments. In total, the debt of the state to 
the Bank of France was, on October 7, 1920, about 
30,835 milUons of francs. 

Long time loans. — The first long term loan of the 
war made by the French government was contracted at 
the end of 1916. One of the characteristics of all the 
war loans is the fact that the conditions on which they 
are contracted are onerous to the state. The system of 
redemption at a premium was used from the beginning; 
the premium rose then to about 12 per cent. But from 
1917 on, the premium rose to 30 per cent, and the 5 per 
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cent loan of 1920 was issued with a redemption premium 
of 50 per cent. Furthermore all the loans have been tax 
free; the government has given up the policy announced 
in 1914 of subjecting the income from government bonds 
to the tax on personal property. Five loans have been 
issued — not including that of October, 1920 (6 per cent 
at par, but tax free) — for unlimited amounts; these 
loans have involved the state in a capital debt of a 
little more than 97,655 million francs for a total of 
71,912 millions actually received. 
The details are as follows (in millions of francs) : 

Nominal Nominal Capital 

Year interest capital received 

1915 5% 15,205 13,308 

1916 5% 11,514 10,082 

1917 4% 14,882 10,209 

1918 4% 31,304 22,163 

1920 (February) 6% 24,750 » 16,500 

Floating debt. — The principal element of the short 
time floating debt is the National Defense bonds, 
with a maximum term of one year. This treasury de- 
vice, conceived by Mr. Ribot in 1914, has had a great 
development. On July 1, 1920 there were 44,200 million 
francs of National Defense bonds in circulation. 

The foreign debt. — This includes (1) the bonds sold 
publicly in England, the United States, and Japan; 
(2) the bonds sent to the British treasury, the Bank of 
England, and the American government (representing 
its own bonded obligations) ; (3) advances by the Ameri- 
can treasury; (4) borrowings made from American 
banks, either by the state directly, or by the cities of 
Paris, Bordeaux, and Marseilles and reassigned to the 
French state ; (5) a series of short time credits in Spain, 
Sweden, Norway, England, Switzerland, Holland, and 
Uruguay. 

1 The burden on the state is very heavy because the 1920 loan is redeemable in 60 
years with a redemption premium of 50 per cent upon the face value of the certificates. 
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The foreign debt rose to the sum of 34,296 million 
francs on July 1, 1920 — calculating foreign money at 
its par value. The two principle creditors are the United 
States (18,415 million francs), i and England (13,996 
million francs). 

On August 1, 1914, the public debt of the state was 
about 30 billion francs. On July 1, 1920, it was 233,429 
million francs, made up as follows: 

Internal debt (including the national credit obliga- 
tions for the reconstruction of the liberated regions) 121,949 

Floating debt 51,464 

Advances from banks (of France and Algeria) 26,020 

External debt to England. 13,9962 

External debt to the United States 18,415 '• ' 

Total 233,729 

The increase of the public debt since the outbreak of 
the war has thus approximated 200 billion francs, allow- 
ance being made for the fact that France has advanced 
3,880 million francs to certain Allied states. 

IV. The Financial Policy of the Admin- 

ISTKATIONS * 

1. When war broke out in August, 1914, the state of 
the public finances was bad. There was a complete 
contradiction between the general economic situation 
and the fiscal situation. The economic prosperity was 
great ; the financial policy of the governments, for a long 
time past, had been bad. Through fear of being un- 

1 Before the repayment, on October 15, 1920 of the Anglo-French loan of 1915 — the 
French share of which is 1 ,295 million francs. As the repayment is covered in a large 
measure by renewals, that operation does not affect the position sensibly. 

* Calculated at the par value of foreign currencies. 

' This figure includes the bonds issued in the United States, the Anglo-French loan 
of 1915, the loans of the cities which were assumed by the state, advances from the 
American treasury, and the obligations remitted in return for American stocks. 

* I have published, since 1914, in the Revue de Science et de legislation financiSres a 
number of studies on French financial policies. These studies have been collected in a 
series of volumes entitled ' 'Les finances de guerre de la France," Paris, Giard et Brifire. 



192 QUARTERLY JOURNAL OF ECONOMICS 

popular, the administrations, without exception, had 
multiplied expedients in order to keep the truth from 
the country. The budgets ordinarily wound up in a 
deficit in spite of the optimistic official declarations. 
The budget of 1914 in particular ended in a foreseen 
deficit of over a bUUon francs. In spite of everything 
the administrations kept repeating "No loans, no 
taxes." The annual deficits were covered by short term 
loans, the accumulation of which made up a consider- 
able floating debt, or by anticipating the collection of 
money due to the state, the effect of which was to de- 
prive future generations of their resoiu-ces. 

In the years preceding the war the different ad- 
ministrations managed by various financial devices (in 
particular, by special accounts) to show only a part of 
their expenditure in the budget. It is a very gloomy 
period in the financial history of France, marked by the 
absence of clear or sincere thinking, of candor and of 
courage. The ruling classes with fierce selfishness op- 
posed all fiscal reforms which would increase their 
share in the public burden. They pursued with a lasting 
hate the upholder of these democratic reforms, Mr. 
Joseph Caillaux, a hate which never relaxed or shrank 
from using any means. 

On the eve of the war, July 7, 1914, a great funding 
loan, 3 1 per cent redeemable at par, was issued — 900 
million francs at face value at a price of 91. The results 
were — on the surface — magnificent; the government 
announced that the loan had been oversubscribed many 
times. In reaUty, it was not subscribed by the pubhc in 
general; the bankers, calculating to make large profits 
at pubUc expense, swept aside the small capitalists by 
huge subscriptions, which were not genuine.^ 

1 The war having broken out and the pubhc debt having fallen in value (the quota- 
tions at the end of August, 1914 were down to 82 francs) the scheme did not succeed 
The government, desiring the help of the bankers for the sale of their war loans, came to 
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2. As soon as war was declared the administration 
obtained extensive powers in matters of public expendi- 
ture (the law of August 5, 1914). Having taken refuge 
in Bordeaux before the German invasion, it rid itself 
cavalierly of the legislative bodies, whose intervention 
and control it feared. But, starting with December, 
1914, it reconciled itself to the convocation of Parlia- 
ment. Parliament, indeed, not having forgotten the 
minor coup d'etat of which it had already been the 
victim, demanded a continuous session up to October, 
1919. 

The policy of the administration during the war 
period and the two years following the armistice can be 
divided into four large periods. 

First period: 1914-16. — The period of expedients. 
In the fijst five months of the war (August to Decem- 
ber, 1914) the political situation brought about by the 
administration made it necessary to have recourse to 
financial expedients for which the collaboration of 
Parliament was not necessary; in particular the is- 
suance of paper money and voluntary short term loans 
(National Defense bonds). 

Duritag the years 1915-16 the administrations, de- 
spite the demands of the Chamber of Deputies, re- 
sorted at first almost exclusively to the financial 
methods which had served up to the end of 1914, to 
wit, the issuance of paper money and voluntary short 
term loans. Begianing with February, 1915, they 
issued longer term loans; in November, 1915 and 
September, 1916 they finally added to these sources of 
revenue perpetual loans. 

their rescue. The decree of September 11, 1914, despite the recess of ParUament, re- 
solved upon the hquidation of that loan, the most striking result was to release the 
bankers from their obligations and to spare them the considerable losses that the hteral 
execution of these obligations would have meant to them More concretely, the holders 
of the 3i per cent loans, which were subject to tax, were allowed to transform them at 
the price of 91, mto the securities of the new loans (other than Treasury bonds) — that 
is to say into 5 per cent National Defense bonds redeemable at par m 10 years, tax free 
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As to taxation, no effort was made in 1915, despite the 
protest of the deputies. In the course of 1916, the ad- 
ministrations established or collected some additional 
taxes: income taxes, the war profits tax (nothing 
was collected in 1916) and a tax upon alcohol. In the 
middle of 1916, under the pressure of the Chamber of 
Deputies, a very conservative tax program was drawn 
up. But it was not until the end of December, 1916, 
that the most important sources of public revenue were 
tapped by means of new taxes. 

The unwilUngness of the administrations to levy taxes 
caused astonishment and criticism. But they kept piling 
up optimistic reviews of the economic position of France. 
Calculating upon an early end of the war, they smoth- 
ered the truth under the pretext that they were preserv- 
ing the morale of the country. As the president of the 
council, Mr. Ribot, said on June 1, 1917 — he, how- 
ever, was in the government since August, 1914 — "It 
was a great mistake not to have confronted the country 
with the real truth, not to have made known to it the 
sacrifices which it had to carry immediately and which 
must grow worse as the fight continues." ^ This blind- 
ness is one of the characteristics of French economic and 
financial policy throughout 1915-16. 

What is still more astounding is the campaign against 
any program of war taxation, which was energetically 
led by the vast majority of French economists and 
financiers, especially by Mr. Paul Leroy-Beaulieu:i "It 
is possible to have recourse only to expedients in war 
time," he said, "to loans of a provisional character." 
The underlying reasons for that opposition were the 
hostility against the reform of the income tax and the 
fear of compromising "union sacree" by bringing into 

* G. Jdze, Les finances de guerre de la France, vol. ii, p. 2. 

' Mr. Paul Leroy-Beaulieu cast this contemptuous declaration against the very 
few advocates of a tax policy: "All experienced men are of the opinion that, in France, it 
woiJd be premature to levy new taxation." 
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force a fiscal policy which might revive the violent pre- 
war controversies. The pretexts were the invasion of 
French territory and the economic and financial paral- 
ysis that it entailed. 

Second period: 1917 to November, 1918 — Conser- 
vative and inadequate policy. The law of December 
31, 1916 marks the first great fiscal efi;ort of France since 
the start of the war.' The general income tax, suspended 
since the beginning of the war, was put in force again; 
tax rates on income from personal property were 
increased, as were also the tariff duties on colonial 
products, the rates on health drinks, on sugar and on 
tobacco. Taxes were placed upon mineral waters, on 
pharmaceutical specialties, on chicory and coffee sub- 
stitutes, on spectacles ; a new military war tax was levied 
upon men of military age who were not doing military 
service. From that time on, tax laws followed each 
other — doubtless inadequate; but the fiscal effort 
went on. 

For 1917, three fiscal measures may be noted. Firstly, 
the law of July 31,1917 completed the reform of the direct 
taxes; the schedules of the income tax, graded according 
to the occupation from which the income was derived, 
were increased; likewise the general tax on income. 
Secondly, a decree of October, 1917, raised the price of 
matches. Thirdly, the law of December 31, 1917 in- 
creased the taxes upon free changes of titles, that is 
upon gifts and inheritances; above all it brought into 
being a tax upon expenditure (the luxury tax) ; finally it 
revised the super-tax on war profits. 

In the first six months of 1918, three laws were 
passed. Firstly, the law of January 17 increased the 
selling price of tobacco. Secondly, the law of April 18 
contained some measures against tax frauds. Thirdly, 

» The law of June 30, 1916 had increased the tax on alcohol; and the law of July^ 
1916 had established ordinarj' payments on war profits. 
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the law of June 29 raised the general income tax sched- 
ule again, the tax on property in mainmort, the stamp 
and registration taxes; it brought spirituous liquors 
under the luxury tax, increased the sugar taxes, the 
tax on health drinks, on chicory, on vinegar, and the 
transportation tax. On the whole, the fiscal effort, as 
customarily, consisted mainly of a wide use of consump- 
tion taxes. 

Despite this lengthy enumeration of tax laws, it is 
not to be thought that the resoiirces thereby created 
were very great. These new and increased taxes which 
had been imposed from the start of the war to the end of 
May, 1918, were calculated to yield the treasury for the 
year 1918, a little less than 2,900 miUion francs of new 
receipts, and if the receipts of the law passed June 29, 
1918 are included, 3,400 million francs. For an entire 
year of war, the additional yield was to be higher by 
some few hxmdreds of millions of francs. In fact in the 
twelve months of 1918 and 1919, the total tax receipts 
old and new were as follows (in millions of francs) : 





1918 


1919 


Direct taxes and other related taxes 


727 


733 


Registration taxes 


924 


1,874 


Stamp taxes 


.. . 216 


311 


Tax on stock-exchange operations 


2 


7 


Tax on income from personal property 


. . . . 253 


290 


Tax on payments 


... 210 


629 


Customs duties (sugar and salt not included) . . . 


.. 1,475 


1,185 


Indirect taxes (sugar and salt not included) . 


695 


1,203 


Colonial goods duties 


68 


103 


Salt 


31 


32 


Sugar. 


169 


360 


Matches and briquets 


56 


83 


Tobacco . . . . 


636 


942 


Explosives. . ... . . 


13 


20 


Posts, telegraph and telephone 


... 445 


583 


Divers public works 


2.5 


1.8 


Public domain . . 


. . 112 


99 


Liquidation of supplies . . 


. . 


1,192 


Miscellaneous . . .... 


172 


350 
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We must take note of two types of revenue: the in- 
come tax and the super-tax on war profits. 

1. Income tax. — That includes the general income 
tax and the tax on income graded according to the na- 
ture of the occupation from which it was derived. Be- 
cause of the war disturbances and the invasion, the 
yield was not regular. 

Considerable arrears still exist today (October, 1920). 
The statistics of arrears furnished by the administra- 
tion are none too precise. 

2. Super-tax on extra supplementary war profits. — 
At the end of 1919 the administration made known 
that the estimates had been put at the following figures, 
in millions of francs: 

For the period 1916 ... ... nothing 

« « « 1917 500 

« « " 1918 580 

" « « 1919 650 

1730 

The decidedly predominant part played by consump- 
tion taxes is plain. The administration denied this in 
presenting to the Chamber of Deputies tables ar- 
ranged for demonstration; the conservative parties 
agreed in the view that a very sound and reasonable 
proportion had been estabhshed. The socialist party 
criticized it violently. In reaUty, the French financial 
regime which was very clearly undemocratic before the 
war became even more so after the laws of 1916-19. 
Three things should be noted: first, the very small 
yield of the super-tax on war profits; second, the two 
million francs in taxes contributed by the peasants on 
agricultural profits (huge in reahty); and third, the 
fact that the government loans were tax free. The legis- 
lation was plainly conservative, bringing to mind the 
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methods of the National Assembly after the war of 
1870-71. 

Third period: the armistice (November 11, 1918) to the 
end of 1919 — financial inaction. After the armistice, 
the advice of Mr. Clemenceau's administration was as 
follows: "There is no need of hastening to impose new 
taxes. Before levying fresh burdens on the French tax 
payer, conquered Germany must be made to pay 
everything that can be gotten from her as reparation 
for the destruction and for the unheard-of costs arising 
out of the criminal war she let loose." Furthermore, 
being on the eve of general elections (they were held on 
November 16, 1919) ParUament was not anxious to levy 
new taxes for fear of being unpopular. Thus the period 
from November, 1918 to the close of 1919 was a period 
of fiscal inaction. Fixrthermore, the administration did 
not consider it necessary to issue a large funding loan. 
There were no long term loans in 1919. 

This double mistake — for which the associates of 
Mr. Clemenceau have been blamed for a long time past 
— has had a very serious effect upon French pubhc 
finances. On the other hand expenses did not fall off 
greatly after the armistice; the deficit continued to 
reach hugh totals and the floating debt grew apace. 

Fourth period: since January, 1920— heavy consump- 
tion taxes. The new Chamber of Deputies was elected 
on November 16, 1919, amidst a burst of violent re- 
action against the Bolshevist ideas which then threat- 
ened to sweep over eastern Europe, a display of scorn 
and hatred against the Russian communists whose 
treason almost led to the defeat of the Entente armies in 
1918, and certainly caused the death of thousands of 
French soldiers on the battlefields of the Somme. The 
unbending stand of the unified sociahsts in France and 
their refusal to ally themselves with the radical parties, 
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also had an effect upon the outcome of the election. The 
conservative parties won a striking victory on Novem- 
ber 16, 1919. The senatorial elections of January, 1920, 
maintained the same majority in power as before. 
Since the French Senate has always been decidedly con- 
servative in spite of all labels, especially in financial 
matters, the conservative party had a great majority in 
Parliament. That became apparent when the question 
of financial remedies and new sources of revenue came 
up. The programme has been as follows: 

1. It was decided to issue a funding loan. One was 
issued in February, 1920 (5 per cent interest, 50 per 
cent redemption premium). Its success has not been 
very great; it yielded scarcely enough to fund the float- 
ing debt. It has been absorbed almost entirely for cur- 
rent expenses. A second loan (unlimited amount, 6 per 
cent at par) is now being offered for subscription 
(October, 1920). 

2. Railroad rates were greatly increased; also postal, 
telegraph and telephone rates, so as to reduce or do 
away with the deficits in operation and consequent 
budget deficits. The increases were often more than 
100 per cent. The increase of postal rates was calcu- 
lated to yield a supplementary revenue of 326 million 
francs in 1920, and 400 milHons for a whole year. 

The results of the first months of enforcement of the 
new schedules are far below the estimates. For the 
four months of August to October, 1920, the yield is 
more than 40 million francs less than the estimates. For 
a whole year, therefore, the supplementary revenue 
would only amount to 280 or 300 miUion francs, instead 
of the estimated 400 millions. 

3. The bread subsidy was given up; or, in other 
words, the consumer has to pay the cost price for bread. 
Because of this the price of bread rose from 0.55 franc 
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per kilo before the law of March, 1920, to 1.30 francs per 
kilo in September, 1920. 

4. Very heavy consumption taxes were levied. That 
was the object of the laws of June 25, 1920 and July 31, 
1920 — the last only changing some details of the 
previous legislation. The new taxes or increases of taxes 
established by the law of June 25, 1920 should yield, in 
the first six months of 1920, 3,660 milUon francs, and 
for a whole year a little less than 8 million francs. 

The estimates made in June, 1920, for the whole year 
were as follows (in milUons of francs) ; this refers only to 
supplementary receipts expected from the new legis- 
lation: 



Income tax, general and classified . . . 

Gifts and inheritances 

Changes of title involving outlay .... 

Titles falling to the state 

Stamp and miscellaneous taxes .... 

Commercial transactions 

Customs 

Wines, ciders, beers, mineral waters . . . 

Alcohols 

Spirits and wines de luxe . 
Miscellaneous Consumption Taxes . . . 



1,3031 

170 

196 

27 

128 

5,000 
236 
540 
300 
192 



The fiscal poUcy adopted by ParUament in June, 
1920, was still more conservative than that of 1916-18. 
That accounts for the following: 

Firstly, on June 25, 1920 the super-tax on war profits 
was repealed, beginning with June, 1920, and it has not 
been reestablished. 

Secondly, the income tax was revised in such way as 



1 Made up as follows' 

General income tax 

Industrial profits 

Agricultural profits . . 

Stipends and salaries 

Non-commercial professions . . 

Structures 

Land 

Personal property . 

Mine loyalties ... 

Total 



(million francs) 

370 

300 

35 

5 

2 

113 

. 73 

400 

5 

1303 
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to make it more conservative, that is, reduce its rate of 
progression. 

Thirdly, the taxes on gifts and inheritances have only 
been increased 170 milUon francs. 

Fourthly, a tax on the volume of commercial trans- 
actions, which is in reality an expenditure tax was de- 
vised, and was expected to yield more than 5 bilUon 
francs for a normal year. 

Fifthly, the other consumption taxes were increased 
by more than 1,400 million francs. 

The sociaUst and radical parties protested — the first 
violently, the second more timidly, against this ava- 
lanche of consumption taxes. The former have advo- 
cated a levy on capital, and the latter a compulsory 
loan at a low rate of interest in order to pay the war 
debt. But while none of the partisans of the extra- 
ordinary measures except the sociaUsts show any ex- 
treme ardor in forcing their adoption, the distinctly 
conservative majority have shown themselves im- 
movably opposed to them, in the Chamber of Deputies 
as well as in the Senate. They believe the taxes on 
capital have reached their maximum. And finally the 
peasant class seems hostile to radical steps. 

On the basis of the fiscal act of June 25, 1920 modified 
by the act of July 31, 1920, the estimates have been 
revised and the following budget has been drawn up for 
1920 (fiscal act of July 31, 1920) — in millions of francs. 



Taxes and revenues 




1. Direct taxes 




Taxes on real property 




Structures 


265 


Land 


162 


Industrial and commercial profits 


500 


Agricultural profits 


30 


Stipends, salaries and pensions 


56 


New commercial professions 


8 


General income tax 


800 


Miscellaneous 


24 



1824 
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2. Related taxes 




99 


3. Registration taxes (of which 500 milhons 




on gifts and inheritances) 




1512 


4. Stamp taxes 




321 


6. Tax on stock exchange operations 




16 


6. Tax on income from personal property 


341 


7. Special tax on payments 




616 


8. Tax on volume of commercial transactions 


2084 


9. Customs 




1791 


10. Indirect taxes 




1535 


Of which: 






Wine and cider 


462 




Beer 


42 




Alcohol 


430 




Railroad travel 


360 




Automobiles 


37 




11. Sugar tax 




367 


Total of direct taxes 






[. Income from state monopolies and public 




works 






Matches 


73 




Briquets 


1 




Tobacco 


976 




Explosives 


14 




Postal service 


592 




Telegraphs 


163 




Telephones 


175 




Miscellaneous 


4 




Total income from state monopolies and 






pubhc works 






III. Revenue from public domains 






Other than forest lands 


90 \ 




Forests 


53/ 




IV. Committed routine revenues 






V. Miscellaneous 






VI Extraordinary income 






Super-tax on war profits 


4000] 




Yield from sales of supphes 


2916 [ 




Surplus yield for fiscal year 1920 ' 


1600 J 





10,406 



1997 



143 

490 
236 



8415 



• This heading requires explanation The 1920 budget was prepared by the admin- 
istration touards the end of 1919, but it was only passed by legislative bodies on 
July 31, 1920, after seven months' delay During the fiij-t seven months of the finan- 
cial year, the yield was considerably in excess of that forecast This unexpected sui> 
plus was included in the budget of 1920 under the heading of "surplus fiscal yield for 
the year 1920 " This terminology is misleading, furthermore, the surplus is really 
not "extraordinary income" as hsted. 
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VII. Recoverable income in Alsace-Lorraine 76 

VIII. Recoverable income from Algeria 6 

Grand total of ways and means that can 
be included, in the ordinary budget for 
1920 period 21,768 

It is impossible to say whether the estimates made 
when the taxes were voted (June, 1920) or when the 
budget was made up (July, 1920) will be reaUzed in 
fact. It is enough to note that up to the beginning of 
October, 1920 the yield has been very different from 
that expected. Let us leave out of consideration the 
direct taxes which because of the revision of the law and 
schedules (by the laws of July 25 and July 31, 1920) 
were collected only at the end of the year. The income 
tax itself has been considerably modified in respect to 
its basis and schedules. 

The other sources of revenue have yielded, for the 
first nine months of 1920, 10,373 milUon francs, to wit: 

Indirect taxes and monopolies 8,471 

State domains 76 

Routine revenues which partly offset certain expenditures 

and miscellanies 392 

Sales of supplies 1,434 

Total 10,373 

If the matter is examined in detail, it becomes plain 
that in the case of many taxes the yield has been far less 
than the estimates. Especially the very considerable 
advance in customs duties has not yielded the expected 
amounts. For the month of September, 1920 alone, 
there was a miscalculation of 12 miUion francs. Above 
all, the tax on commercial transactions, which went into 
force on July 1, 1920 yielded about 293 miUion francs for 
July and August, 1920, while the estimate was 700 mil- 
lions. The deficit, therefore, as compared with the 
estimates, is 407 miUions for these two months. 
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The administration explains this error by the follow- 
ing considerations. ' ' The yield in September grows out of 
the transactions carried out in July and August, a time 
of the year when business falls off greatly, particularly 
during the latter month, and notably in the jewelry and 
jewel novelty businesses. Furthermore, a great many 
transactions executed in both these months grew out of 
sales made before the j&rst of July, the date when the law 
went into effect, and transactions of that sort were con- 
sidered by many debtors not to be subject to this tax 
and were, therefore, not included in their declarations. 
Finally, the pubUc is not yet used to this new tax and 
numerous debtors have not complied with its obUga- 
tions; only after some months of gradual development of 
a checking system could a normal jdeld be assured." 

In these explanations there is much truth. It cannot 
be doubted, in particular, that the yield of a tax, when 
first it is appUed, is less than its yield at a later date and 
less than normal yield. But the admiaistration should 
count upon that in making its estimates. It is possible to 
question whether the estimates made of the yield of the 
tax on commercial transactions were not too high, and if 
its economic effects (price increase and cutting down of 
consumption) would not effect the financial yield. The 
question is important in view of the place which the 
pubUc authorities have given to this tax. Then there is 
the revenue from the postal system and the telegraphs 
and telephones which for September, 1920 alone is 20 
milUons less than the estimates. 

However, all together, the tax revenue for 1920 exceeds 
the estimates up to the present. For the first nine 
months of 1920, the yield of consumption taxes, of 
registration taxes (which includes inheritance taxes), of 
the stamp taxes, of the state monopolies, and of the tax 
on personal property (including the tax on the income 
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from such property) has exceeded the estimates by 
1,855 millions and the returns for the same period of 

1919 by 2,619 millions. That favorable situation cannot 
be held if the revenue from tax on the volume of com- 
mercial transactions does not increase considerably. In 
truth, because of that error the tax revenue /or September, 

1920 alone is 322 millions less than the budget estimates 
tho 448 millions higher than the revenue of September, 
1919. The revenue returns for October, 1920 shows 
these fears to be well grounded; the tax on the volume of 
commercial transactions yielded, in that month, 225 
million francs less than the estimated yield. The aver- 
age monthly deficit yield of that tax as compared with 
the estimates is thus more than 210 millions. 



V. The Outlook 

Because of the new fiscal legislation of 1920, the 
budget deficit is reduced, but no genuine balance has 
been established. That is a long way off; as to the 
debt, it keeps piling up. 

On the other hand the position of the French tax 
payer is greatly changed. Up to 1920 he was handled 
with consideration. During the war and after the 
armistice, his tax burden was lighter than in the other 
belligerent countries (than England especially). In 
1920, the French tax payer has suddenly felt a great 
load put upon his shoulders. To the weight of the state 
taxes must be added that of the local taxes besides, 
which has also grown considerably in some communes, 
especially in the large cities. This double weight is not 
only felt in the many billions the tax payer must give 
to the pubUc treasury, in one form or another. It is felt 
also in the exceptional rise in the cost of living which. 
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in a large measure, is caused by the heavy consumption 
taxes imposed under the recent legislation. 

It is extremely difficult to tell exactly what is the load 
carried by the tax payers in different countries or to 
make a comparison between them, which is based on 
dependable information. The Chancellor of the Excheq- 



Average annual 

tax contributions 

per head 


Fiscal year to 


Taxes per 

head 


Taxes 


At par 


At current 
rates of 
exchange 


1. Great Britain 

2. United States 

3. France 

4. Italy 

5. Germany 


Mar. 31, 1914 
Mar. 31, 1920 
Mar. 31, 1921 

June 30, 1914 
June 30, 1919 
June 30, 1920 

Dec. 31, 1913 
Dec. 31, 1919 
Dec. 31, 1920 

June 30, 1914 
June 30, 1919 

Mar. 31, 1914 
Mar. 31, 1920 


£ 3 10 10 

21 6 4 

22 6 

$6.79 
37.93 
49.41 

103.40 fr. 

209.60 

450 

33.90 li. 
134.30 

31.30 m. 
444.20 


£ 1 8 

7 15 8 
10 3 

4 2 

8 6 4 
17 16 10 

1 6 4 

5 6 6 

1 10 8 
21 15 8 


£ 1 14 

9 9 7 

12 7 

2 4 
4 9 3 
9 11 6 

10 4 

2 2 

4 4 

3 1 



uer, Mr. Austen Chamberlain, has, however, recently 
presented a document to the House of Commons in 
which that comparison is made. In order to measure its 
value you would have to know how it was drawn up. I 
doubt whether it can be considered other than merely 
indicating the general trend of the increase of the tax 
burden of the various countries compared. Indeed, in 
one respect, it is not exact, for no one knows at the 
present moment what will be the actual yield of the 
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taxes established by the laws of June 25 and July 31, 
1920. The estimates made in June and July, 1920 have 
not been confirmed by the outcome, which falls far short. 
Again, the English document does not deal with the 
local taxes. And finally and most important, the weight 
of the tax burden depends mainly upon the capacity to 
pay. The different economic positions of different coun- 
tries at the present time can be subjected to a common 
measure only with difficulty. These reservations must 
be borne in mind when considering the figures. 

Has the French tax payer reached the end of his 
troubles? The answer depends mainly upon the solution 
made of the four following problems. 

First, the reduction of expenditure, particularly of 
military expenditure. 

Second, the settlement of the foreign debt. 

Third, the settlement of the reparation payments by 
Germany. 

Fourth, the stabilizing of foreign exchange. 

1. As regards reduction of miUtary expenditure. The 
nationalist wave which rolled over all the belligerent 
countries did not spare France. On the morrow of the 
war which was to have been the last of all wars in all 
countries a very strong resistance against a reduction of 
mihtary expenditure can be observed. In England and 
the United States it is naval expenditure that is ex- 
tended; in France it is the expenditure upon land forces. 
The naval pohcies of England and of the United States 
appeared, in France, unjustified. The French miUtary 
poUcy has an excuse; the indisputable resistance of 
Germany to the execution of the treaty of Versailles. 
Besides many in France criticize that military poUcy. 

However that may be, the figures of the projected 
budget of the Minister of War for the financial year of 
1921 is as follows (in francs) : 
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Ordinary budget 3,299,324,000 

Extraordinary budget 2,597,986,000 

Budget of recoverable expenses 14,500,000 

Expenses of occupation 635,064,000 

Budget for ammunition 133,326,000 

Making a roimd total of 6,680,200,000 

In the extraordinary budget the Morocco expenses 
account for 591 millions. This budget includes besides 
the expenditure incurred in connection with Syria, 
Poland, and South Russia. 

The figures for the same budget for 1920 were as fol- 
lows: 

Ordinary budget (including 391 millions ex- 
penditure for Morocco) 2,586,315,000 

Extraordinary expenditure 1,649,000,000 

Recoverable expenditure . . 12,500,000 

Expenses of occupation 705,000,000 

Budget for ammunition 198,000,000 

Giving a total . 5,150,815,000 

The war budget for 1921 thus shows an increase of 
nearly 1,530 millions over that for 1920. 

The general total of troops, as stated in the budgets of 
1921 is over 38,473 officers and 696,000 men. To this 
number must be added 800 officers on detached duty in 
connection with other ministries, and 30,000 men em- 
ployed in projects of one sort or another. Furthermore 
one must reckon the 201,246 horses. The enormity of 
the military expenditure is evident. Finally, the Minis- 
ter of War has recently secured the passage by the 
Council of Ministers of an act fixing the term of military 
service at 18 months. The Minister of War wanted a 
two year term. It is generally understood that under 
the law the period of service will be 18 months, but that 
it may be extended to two years in case of necessity, 
without need of asking parUamentary authorization for 
the same. 
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Will these military measures be passed? There will be 
strong opposition. 

The Minister of Finance has tried to oppose this in- 
crease of military expenditure. He made (in October, 
1920) an appeal to the high authority of the President of 
the Republic which stirred up the constitutional ques- 
tion of the powers of the Minister of Finance and the 
presidential powers. It would appear, however, that this 
step had no success for in an official note, dated Octo- 
ber 15, 1920, it was made known that "the Minister of 
Finance has received and at once sent on to the Finance 
Committee of the Chamber of Deputies the figures of 
the 1921 budget of the Minister of War." It would ap- 
pear that the Minister of Finance exercised no control 
and therefore that the President has not desired to step 
in or has not succeeded in his intervention. 

The Finance Committee of the Chamber of Deputies 
has also expressed an opinion in favor of a restrictive 
policy (Resolution of the Committee, Oct. 11, 1920). 
It is, however, difficult to tell whether a majority of 
the Chamber agrees. The country suffered so sadly 
from the German invasion and barbarity that the 
specter of Gtermany need only be waved before a French 
Chamber in order to involve it in military expenditures. 
The genuine disarmament of Germany alone can bring 
about a change in that mental state, and, as a conse- 
quence, a change in mifitary expenditure. Having 
escaped from a deadly peril, the immense majority of 
Frenchmen absolutely do not believe in the resignation 
of Germany; they are firmly convinced that Germany 
will seize the first opportunity to seek revenge. And 
once again it will be a question of life and death. Under 
these conditions. Frenchmen are ready to agree to all 
pecimiary sacrifices asked of them rather than suffer 
another invasion. These are feelings which peoples less 
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tried by war, like the English and Americans, do not 
understand. Certain English and American pubUc men 
talk freely of French imperiaUsm. Since 1870 the French 
people have had a horror of war, but a still greater 
horror of invasion. Yet it does not do to forget that 
there are in France some impenitent imperialists. It 
must be admitted that the stirring up of the just passion 
for national defense makes an excellent platform for the 
imperiaUsts, jingoes, and mUitarists. For all these rea- 
sons the question of the military expenditure in France 
remains one of the most difficult to solve satisfactorily. 
It is a good sign that because of the opposition of the 
Finance Committee to the policy of military organiza- 
tion drawn up by the Minister of Finance, he re- 
signed (December, 1920) . He was replaced by Raiberti, 
president of the Finance Committee of the Chamber 
of Deputies, who was chosen to give effect to the ideas 
of the Commission. One may hope to see the im- 
perialist projects upheld by Mr. A. Lepage and Mr. 
Barthou come to nought. 

2. France has received from the English and Ameri- 
can governments loans totaling (at par of exchange) 
26,755 million francs: 

From the American treasury 12,327 

From the British treasury 14,428 

For the present it is understood that the English and 
American governments do not ask payments either of 
interest or of capital. The question is in abeyance. 

Here I must speak frankly. During the war it was 
proclaimed, with numerous repetitions, that the Allies 
were pooling all their resources for the common victory. 
France, the least wealthy of the three Allies and the 
most tried by the war, received financial help which, it 
must be stated with emphasis, powerfully helped the 



ECONOMIC AND FINANCIAL POSITION OF FRANCE 211 

Allies to win the war. The unanimous opinion of French- 
men is that the unexampled sacrifices of human life; 
the destruction of all kinds inflicted upon the invaded 
regions; the complete stoppage during the four years 
of war of economic production, which was entirely de- 
voted to the war; the heavy tribute paid by France to 
foreign ship-owners, especially to the English — these 
fully make up for the money advances made to her. 
The unanimous opinion of Frenchmen is that to compel 
France to pay that foreign debt would not only impose 
an unbearable burden upon her, but also to perpetrate 
a serious injustice. The victory was won by the com- 
mon effort of the Allies; the benefits and the sacrifices 
also must be shared in common. 

Besides, it would be a grave mistake of policy to per- 
mit this germ of discord to flourish in the relations be- 
tween the United States, England, and France — the 
question of the repayment of loans. Upon this matter 
French opinion is altogether in agreement with Pro- 
fessor Keynes of England. If the claims of the Allies 
against each other, arising out of war loans, are not 
plainly and simply abandoned, and if Germany only 
pays part of her obligations, the result of the war will 
have been to make certain of the AlUes pay a heavy 
indemnity instead of being paid. Such a burden would 
be all the more bitterly resented because it would be 
thought wholly unjust. The financial and political 
consequences of such payments as these cannot be 
calculated. 

Indeed, the experts do not overlook the extent of the 
sacrifice which England and, above all, the United States 
would be called upon to make, if a policy of mutual 
abandonment of debts be adopted. They know that the 
English and American tax payer have not been treated 
tenderly, and still have heavy taxes to meet. They 
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do not disregard the fact that the people m these coun- 
tries, now that victory is won, regard with disfavor the 
abandonment of claims, which means that their own 
tax load will be heavy. They are aware, finally, of the 
fact that English and American pubhc opinion has been 
unfavorably impressed by the fact that the French tax 
payer was not called upon during the war to submit to 
as heavy taxation as EngUsh and American citizens. 

But these considerations no matter how strong, may 
not prove decisive. The plain facts remain : the frightful 
sacrifices borne by France in men and devastated terri- 
tory, the ruin of the national economic system because 
of the war, the great profits made during the war by 
EngUsh and American industry and commerce, of which 
a (not negUgible) part was paid by the French treasury. 

The contention that the French tax payer was carry- 
ing a relatively light tax burden has now no apparent 
weight, and justly it never had any. In fact, the ques- 
tion of when and how the French tax payer will pay the 
costs of the war is a matter of domestic poUcy, which 
does not affect the question of the just distribution 
among the Allies of the costs of the war. 

3. The treaty of Versailles imposed upon Grermany 
the whole payment for the damage that the German 
troops caused in France. The great difficulties are 
firstly, to fix the amoimt and secondly, to secure the 
payment. 

Opinion is divided in France upon the fixing of the 
amount. Some have reconciled themselves to the deter- 
mination of a lump sum, fixed once for all, in order to 
facilitate payment and with the idea that "a bird in the 
hand is worth two in the bush." Others demand the 
entire payment, whatever the sum may be, as reckoned 
in conformity with the treaty of Versailles. This latter 
view appears to be the more strongly supported, and it 
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is this view, at all events, which has prompted the 
government policy up to the present (October, 1920). 

The idea of a fixed amount, supported by England is 
— it would be silly to deny it — a constant cause of 
friction between the EngUsh and French governments. 
It is because the two governments have not been able to 
come to an understanding on this point that the Finan- 
cial Conference at Brussels in September-October, 1920 
turned out to be only an academic gathering, without 
any serious usefulness. It is impossible to say at the 
present time how the matter will be settled. The settle- 
ment of the question, however, cannot long be delayed. 
Beginning with the first half of 1921 it should be squared 
with the terms of the treaty of Versailles. 

The great question of payment by Germany remains. 
How will she make the payment? Will England and 
especially the United States lend their financial assist- 
ance? Will they discount in whole, or in part, the claims 
of France against Germany? The economic and finan- 
cial recovery of France is boimd up with the answers 
of these questions. Public opinion cherishes some opti- 
mistic and favorable hopes in the matter. The experts 
fear the spirit of national selfishness which, since the 
armistice, has steadily flourished. 

4. It is equally difficult to make predictions on the 
subject of the extension of international credits to the 
various countries of Continental Europe and especially 
France. Without these international credits trade be- 
comes difficult, and financial and economic recovery is 
put off for an indefinite period. In this matter also, the 
Brussels Conference in September-October, 1920 bore no 
other fruits than the clear display of a spirit of national 
selfishness. 

To conclude: the financial and economic future of 
France is gloomy. But the vigor of the French people is 
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great, as their history shows; and their spirit of economy 
and thrift is traditional. In spite of the enormous difl5- 
culties which seem to stand ia the way of her recovery, 
the French nation will come out of the terrible trials she 
has experienced, triumphant. That triumph, no doubt, 
will be a matter of many long years. 
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